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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Department 
of  State  Lands  for  the  year  ended  June  30,  1979. 

The  audit  was  conducted  by  Karl  A.  Zeier,  C.P.A.,  under  a  contract 
between  the  firm  and  our  office.   The  comments  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not 
necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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The  Department  restrictively  endorse  and  log  all  incoming 

cash  items  at  the  mail  opening  point.  15 

Agency  Reply:     The  Department  of  State  Lands  has  replied 
that  it  does  not  have  an  adequate  staff  to 
implement  this  recommendation.     See  page  22. 

The  Department  of  Lands  require  all  employees  to  prepare 

periodic  time  reports  and  that  completed  time  reports  be 

reviewed  and  approved  by  appropriate  supervisors  before 

the  payroll  is  prepared.  16 

Agency  Reply:     The  Department  of  State  Lands  agrees  with 
and  will  implement  this  recommendation. 
See  page  22 . 

The  Department  record  all  revenues  and  income  during  the 
year  received  or  in  the  case  of  accruable  items  during  the 
year  in  which  they  should  be  accrued.  17 

Agency  Reply:     The  Department  of  State  Lands  agrees  with 
the  recommendation,   is  concerned  about  the 
workload,  and  will  implement  the  recommen- 
dation to  the  extent  practical.     See  pages 
22  and  23. 

The  Department  of  Lands  correct  the  Federal  and  Private 

Grant  Clearance  Fund  account  balances  relating  to  the 

defaulted  certificate  of  purchase.  18 

Agency  Reply:     The  Department  of  State  Lands  agrees  with 
the  recommendation  and  is  in  the  process  of 
implementing  it.     See  page  23. 
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The  Department  of  Lands  Determine  whether  any  liability 

exists  for  the  $1  ,094.00  accountability  for  advance  and 

maintain  a  record  of  the  nature  of  the  liability  if  one  exists 

or  adjust  the  item  of  the  books  if  no  liability  exists.  19 

Agency  Reply:     The  Department  of  State  Lands  agrees  with 
the  recommendation  and  is  in  the  process  of 
implementing  it.     See  page  23. 

The  Department  of  Lands  record  future  land  acquisition  at 

cost  if  purchased,  or  at  market  value  if  acquired  by  gift.  19 

Agency  Reply:     The  Department  of  State  Lands  disagrees 
with  this  recommendation.     See  page  23. 

The  Department  of  Lands  review  its  bequests  for  the 

Children's  Center  and  determine  what  changes,   if  any, 

should  be  made  in  the  handling  of  these  funds  and  the 

interest  earnings  therefrom.  20 

Agency  Reply:     The  Department  of  State  Lands  agrees  with 
this  recommendation  and  is  in  the  process 
of  implementing  it.     See  page  23. 
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Karl  A.  Zeier 

Certified  Public  Accountant 

P.O.Box  114G  Phone 

Helena,  Montana  59601  (406}  443-4197 


To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature 

I   have  examined  the  accompanying  financial  statements,   listed  in  the  fore- 
going table  of  contents,  of  the  various  funds  of  the  Department  of  State  Lands 
for  the  year  ended  June  30,   1979.     My  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  and  accordingly  included  such  tests 
of  the  accounting  records  and  such  other  auditing  procedures  as   I  considered 
necessary  in  the  circumstances. 

The  Department  of  Lands'  investment  in  general  fixed  assets,  other  than 
land,  is  not  recorded  in  its  general   ledger  accounts.     Accordingly,   a 
statement  of  general  fixed  assets,   required  by  generally  accepted  accounting 
principles,   is  not  included  in  the  accompanying  financial  statements. 

As  described    more  fully  in  notes  8  and  10,  the  accompanying  financial 
statements  do  not  give  proper  accounting  recognition  to  gains  and  losses 
arising  from  the  sale  of  securities.     Gains  and  losses  from  security 
sales  are  deferred  and  amortized  over  future  years.     Deferred  net  losses 
of  the  Trust  and  Legacy  Fund  were  about  $3.7  million  at  June  30,   1979. 
During  the  year  ended  June  30,   1979,  security  transactions  of  the  Trust  and 
Legacy  Fund  resulted  in  net  losses  of  about  $152,000.00  but  this  amount  was 
recorded  as  deferred  losses  rather  than  being  recognized  as  losses  during 
the  year.     Also,  during  the  fiscal  year  ended  June  30,   1979,  about  $922,000.00 
in  current  and  prior  year  net  losses  were  amortized.     However,  the  amortization 
was  recorded  as  negative  interest  revenue  rather  than  as  a  loss.     Accordingly, 
the  accompanying  financial  statements  for  the  Trust  and  Legacy  Fund  overstate 
the  fund  balance  by  about  $3.7  million  at  June  30,   1979,  understate  interest 
revenue  by  about  $922,000.00  for  the  year  then  ended,  and  do  not  report  the 
losses  incurred  during  the  year. 

The  accompanying  financial  statements  for  the  Federal  and  Private  Revenue 
Fund  and  the  Trust  and  Legacy  Fund  report  all  state  land  held  in  such  funds 
at  a  value  of  $10.00  per  acre.     Generally  accepted  accounting  principles 
require  that  fixed  assets  be  recorded  at  historical  cost  or  estimated  historical 
cost  if  the  original  cost  cannot  be  determined;  or,   in  the  case  of  gifts,  fair 
market  value  when  received.     Much  of  the  land  administered  by  the  Department 
of  State  Lands  was  acquired  by  grant  from  the  federal  government  in  1889.     The 
remainder  of  the  land  was  acquired,   in  relatively  small  parcels  throughout  the 
succeeding  years  by  grant,  purchase,  or  exchange.     While  $10.00  per  acre  may 
be  an   acceptable  estimate  of  the  value  of  lands  granted  to  the  State  many  years 
ago,   it  probably  is  not  representative  of  the  value  of  lands  acquired  in  recent 
years.     It  was  not  practical  to  determine  what  effect,  if  any,  the  Department's 
valuation  procedure  had  on  the  accompanying  financial  statements  of  the  Federal 
and  Private  Revenue  Fund  and  the  Trust  and  Legacy  Fund. 
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As  discussed  more  fully  on  pages  16  and  17,  the  Department  of  State 
Lands  does  not  account  properly  for  its  revenue  collections.    Monies 
collected  by  the  Department  are  accounted  for  initially  as  uncleared 
collections  and  deposited  and  held  in  the  Federal  and  Private  Grant 
Clearance  Fund  until  the  Department  can  determine  the  proper  accounting 
for  such  monies.     Upon  making  such  determination  the  Department  records 
the  revenue  in  the  proper  fund.     Any  monies  not  accounted  for  in  this  manner 
at  the  end  of  the  fiscal  year  simply  remain  in  the  uncleared  collections  account 
and  are  recorded  in  future  years.     At  June  30,   1979  the  balance  in  the  uncleared 
collections  account  was  $447,473.00.     None  of  the  $447,473.00  had  been 
recorded  as  revenue  or  income  as  of  June  30,   1979  and  none  of  that  amount  is 
reflected  in  the  fund  balance  of  any  fund  at  June  30,   1979.     The  $447,473.00 
was  reported  as  a  liability  of  the  Federal  and  Private  Grant  Clearance  Fund  at 
June  30,   1979.      It  wasn't  practical  to  determine  how  much  of  this  money  was 
collected  during    the  fiscal  year  ended  June  30,   1979.     The  revenues  should 
be  r^eported  in  the  Federal  and  Private  Revenue  Fund,  Federal  and  Private 
Grant  Clearance  Fund,  and  Trust  and  Legacy  Fund;  but  it  wasn't  practical 
to  determine  how  much  of  the  $447,473.00  should  have  been  reported  in  each 
of  the  Funds. 

The  Department  of  State  Lands  records  revenues  for  all  Funds  on  the  cash 
basis.     However,  generally  accepted  accounting  principles  require  that 
revenues  be  recorded  on  the  accrual  basis  for  the  Trust  and  Legacy  Fund. 
As  a  result  of  the  departure  from  generally  accepted  accounting  principles, 
the  accompanying  financial  statements  for  the  Trust  and  Legacy  Fund  understate 
accrued  interest  receivable  and  fund  balance  by  about  $182,000.00  at  June  30, 
1979  and  overstate  interest  income  for  the  year  then  ended  by  about  $81  ,000.00. 
See  Note  10. 

As  discussed  more  fully  in  Note  11  the  Department  of  State  Lands,  during  the 
fiscal  year  ended  June  30,   1979,  distributed  and  accounted  for  about  $1  .2 
million  from  the  Trust  and  Legacy  Fund  that  should  have  been  distributed 
and  accounted  for  during  the  fiscal  year  ended  June  30,   1978.     As  a  result, 
the  accompanying  financial  statements  for  the  Trust  and  Legacy  Fund  over- 
state withdrawals  by  about  $1  .2  million  for  the  year  ended  June  30,   1979 
and  overstate  the  beginning  Fund  balance  of  the  same  fund  by  the  same  amount. 
Because  most  of  the  money  distributed  was  distributed  to  other  Funds  managed 
by  the  Department  of  State  Lands,  the  accompanying  financial  statements  over- 
state income  transfers  of  the  Federal  and  Private  Grant  Clearance  Fund  by  about 
$1  .1  million  and  of  the  Federal  and  Private  Revenue  Fund  by  about  $18,000.00  for 
the  fiscal  year  ended  June  30,   1979  and  understate  the  beginning  balances  of  the 
two  Funds  by  the  same  amounts. 

In  my  opinion,  because  of  the  misstatements  discussed  in  the  preceeding  paragraphs, 
the  accompanying  financial  statements  do  not  present  fairly  the  financial  position 
of  the  Trust  and  Legacy  Fund  of  the  Department  of  State  Lands  at  June  30,   1979 
nor  the  results  of  operations  or  changes  in  financial  position  of  the  fund  for  the 
year  then  ended  in  conformity  with  generally  accepted  accounting  principles 
consistently  applied- 
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in  my  opinion,  except  for  the  effects,  if  any,  of  the  accounting  procedures 
applied  to  the  uncleared  collections  discussed  above,  the  accompanying 
financial  statements  present  fairly  the  financial  position  of  the  Federal 
and  Private  Grant  Clearance  Fund  at  June  30,   1979  in  conformity  wi  th 
generally  accepted  accounting  principles  consistently  applied.      In  my 
opinion,  because  of  the  overstatement  of  income  transfers  discussed  above, 
the  accompanying  financial  statements  do  not  present  fairly  the  results  of 
operations  nor  changes  in  financial  position  of  the  Federal  and  Private  Grant 
Clearance  Fund  for  the  year  ended  June  30,    1979  in  conformity  with  generally 
accepted  accounting  principles  consistently  applied. 

In  my  opinion,  except  for  the  $18,000.00  overstatement  of  income  transfers 
discussed  above,  the  effects,  if  any,  of  the  land  valuation  procedures  discussed 
above,   and  the  effects,   if  any,  rT  the  uncleared  collections  discussed  above,  the 
accompanying  financial  statements  present  fairly  the  financial  position  of  the 
Federal  and  Private  Revenue  Fund  of  the  Department  of  State  Lands  at  June  30, 
1979  and  the  results  of  operations  and  changes  in  financial  position  of  such  fund 
for  the  year  then  ended  in  conformity  with  generally  accepted  accounting  princi- 
pals consistently  applied. 

In  my  opinion,  the  accompanying  financial  statements  present  fairly  the  financial 
position  of  the  General   Fund  and  Earmarked  Revenue  Fund  of  the  Department  of 
State  Lands  at  June  30,    1979  and  the  results  of  operations  and  changes  in 
financial  position  of  the  two  Funds  for  the  year  then  ended  in  conformity  with 
generally  accepted  accounting  principals  consistently  applied. 

The  accompanying  schedules  of  expenditures  by  program  (Page  13)  and  object 
(Page  14)  are  not  considered  necessary  for  a  fair  presentation  of  the  financial 
statements  but   are  presented  as  supplementary  financial  information.     The 
supplementary  financial   schedules  have  been  subjected  to  the  audit  procedures 
applied  in  the  examination  of  the  basic  financial   statements,     In  my  opinion,  the 
schedules  of  expenditures  by  program  and  object  do  not  fairly  state  the  expend- 
itures of  the  Trust  and  Legacy  Fund  because  distributions  of  about  $1  .2  million 
reported  in  such  schedules  should  have  been  reported  during  the  preceeding 
year  as  discussed  above.      In  my  opinion,  the  accompanying  schedules  of 
expenditures  by  program  and  object  fairly  state  the  expenditures  of  the  General 
Fund,   Earmarked  Revenue  Fund,   Federal  and  Private  Revenue  Fund,  and  Federal 
and  Private  Grant  Clearance  Fund  in  relation  to  the  basic  financial  statements 
taken  as  a  whole. 


August  15,   1980 
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DEPARTMENT  OF  STATE  LANDS 

Notes  to  Financial  Statements 
For  the  Year  Ended  June  30,   1979 


NOTE  1   -  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Fund  Accounting   -  The  accounts  of  the  Department  of  State  Lands  are 
organized  on  the  basis  of  five  funds,  each  of  which  is  a  separate 
accounting  entity.     The  operations  of  each  fund  are  accounted  for 
in  separate  accounts  comprising  its  assets,   liabilities,  fund 
balance,   revenues,  and  expenditures. 

Basis  of  Accounting  -  The  Department  of  State  Lands  maintains  its 

accounting  records  on  the  modified  accrual  basis  of  accounting 
wherein  revenues  are  accounted  for  when  received,  and  expenditures 
are  accounted  for  when  liabilities  are  incurred  except  that  contract 
land  sales  are  accounted  for  on  the  installment  basis  and  gains 
and  losses  incurred  in  the  sale  of  securities  are  accounted  for 
on  the  deferral  basis.     (See  additional  comments  under  Note  8.) 

General  Fixed  Assets    -  The  Department  of  State  Lands  does  not  main- 
tain general   ledger  accounting  records  for  its  general  fixed  assets 
other  than  land  held  in  Federal  and  Private  Revenue  Fund  and  Trust 
and  Legacy  Fund. 


NOTE  2  -  FUND  DESCRIPTIONS 

General  Fund  -  To  account  for  all   revenues  and  expenditures  that  are 
not  included  in  any  other  fund. 

Earmarked  Revenue  Fund  -  To  account  for  revenues  and  the  related 
expenditure  of  monies  for  which  expenditures  are  restricted  to 
programs  and  operations  specified  by  state  law. 

Federal  and  Private  Revenue  Fund-  To  account  for  federal  and  private 

revenues  and  related  expenditures  made  in  support  of  the  operations 
of  the  Department  of  State  Lands  and  to  account  for  certain  revenues 
derived  from  state  lands  and  investments  wherein  the  revenues  are 
expended  by  other  state  agencies. 

Federal  and  Private  Grant  Clearance  Fund    -  To  account  for  revenues  and 
the  related  withdrawals  of  interest  and  income  accruing  from  state 
lands  and  investments  held  for  the  benefit  of  the  state's  public 
education  system. 

Trust  and  Legacy  Fund  -  To  account  for  investments  of  perpetual  school 

fund  monies,  the  revenues  derived  therefrom,  and  the  distribution  of 
the  revenues  to  various  recipient  state  agencies. 


NOTE  3  -  RETIREMENT  PLANS 

Employees  of  the  Department  of  State  Lands  are  covered  by  the 
Montana  Public  Employees  Retirement  Plan,  a  contributory  plan 
covering  most  state  employees.     The  plan  is  administered  by  the 
state  Department  of  Administration.     The  employees  also  are  covered 
by  the  federal  social  security  system.     The  Department  of  State 
Lands'  retirement  expense  for  the  year  ended  June  30,   1979  was 
$51,340.00  for  the  Public  Employees  Retirement  System  and  $49,000.00 
for  the  Social  Security  System. 


NOTE  4  -  VACATION  AND  SICK  PAY 

Employees  for  the  Department  of  State  Lands  may  accumulate  both 
vacation  and  sick  leave.     Vacation  leave  may  be  accumulated  up  to 
twice  the  employees  annual  vacation  earning  rate.     Annual  vacation 
earnings  rates  vary  from  15  to  24  days  per  year  depending  upon  the 
number  of  years  state  employment  the  employee  has.     Sick  leave  may 
be  accumulated  without  limit  and  accrues  at  the  rate  of  12  days  per 
year  for  all  full  time  employees. 

Upon  termination,  cash  payments  are  made  for  100%  of  accumulated 
vacation  leave  and  25%  of  accumulated  sick  leave.     The  Department 
of  State  Lands  does  not  record  the  liability  for  accumulated  vacation 
and  sick  pay  and  the  value  of  such  at  June  30,   1979  was  not  readily 
determinable. 


NOTE  5  -  LAND  VALUAT 1  ON 

The  Department  of  State  Lands  values  all  state  land  under  its 
administration  at  $10.00  per  acre.     Generally  accepted  accounting 
principles  require  that  fixed  assets  be  recorded  at  historical  cost  or 
estimated  historical  cost  if  the  original  cost  cannot  be  determined; 
or,   in  the  case  of  gifts,  fair  market  value  when  received.     Much  of  the 
land  administered  by  the  Department  of  State  Lands  was  acquired  by 
grant  from  the  federal  government  in  1889.     The  remainder  of  the 
land  was  acquired,   in  relatively  small  parcels,  throughout  the  suc- 
ceeding years  by  grant,  purchase,  or  exchange.     White  $10.00  per 
acre  may  be  an  acceptable  estimate  of  the  value  of  lands  granted  to 
the  State  many  years  ago,   it  probably  is  not  representative  of  the 
value  of  lands  acquired  in  recent  years.     The  Department  has  no 
readily  available  records  showing  the  fair  market  value  at  the  time 
of  gift  of  lands  acquired  by  gift  nor  the  cost  of  any  lands  acquired  by 
purchase  or  exchange. 


NOTE  6  -  CERTIFICATES  OF  PURCHASE 

Certificates    of  purcinase  held  by  the  Department  of  State  Lands 
represent  notes  receivable  on  contract  land  sales.     Under  the 
purchase  agreements  the  State  of  Montana  retains  title  to  the 
land  until  the  contract  payments  are  completed.     In  the  event  a 
buyer  defaults  on  the  contract  the  land  reverts  to  the  State  and 
the  buyer  forfeits  all  payments  that  have  been  made.     The  certificates 
of  purchase  typically  have  a  term  of  33  years  and  bear  interest 
at  the  rate  of  5%  per  annum. 

The  amounts  reported  in  the  accompanying  financial  statements  are 
gross  amounts  receivable  without  allowance  for  losses  due  to  default. 
The  Department  has  no  readily  available  record  of  the  default  rate  on 
land  sales  but  believes  losses  have  been  minimal  and  does  not  anticipate 
significant  losses  in  the  future. 

The  Department  accounts  for  contract  land  sales  on  the  installment 
basis  whereby  gains  or  losses  on  such  sales  are  recognized  as  the 
payments  are  received.     For  determining  gain  or  loss  the  Department 
considers  the  cost  of  all  state  lands  to  be  $10.00  per  acre  as  dis- 
cussed in  Note  5.     The  net  gain  from  contract  land  sales  recognized 
during  the  year  ended  June  30,   1979  was  $1  ,931  .18  for  the  Federal  and 
Private  Revenue  Fund  and  $160,439.12  for  the  Trust  and  Legacy  Fund. 

NOTE  7  -  INVESTMENTS 

The  Department  of  Lands'  investments  all  are  managed  by  the 
Montana  Board  of  Investment  and  consist  primarily  of  Certificates 
of  Deposit  from  banks  throughout  the  State  of  Montana,  U.S.   Treasury 
obligations,   and  corporate  bonds.     Certificates  of  Deposit  are  recorded 
at  cost.     The  other  investments  are  recorded  at  par  and  any  premiums 
or  discounts  are  amortized  over  the  life  of  the  investment. 


NOTE  8  -  DEFERRED  LOSSES  AND  GAINS 

in  order  to  improve  the  investment  portfolio  of  the  Department  of 
State  Lands,  the  Montana  Board  of  Investments  from  time  to  time  sells 
one  security  and  buys  another,  usually  one  with  a  higher  interest  rate. 
Such  sales  of  securities  usually  result  in  a  gain  or  loss,  most  often 
a  loss.     Losses  incurred  in  such  sales  should  be  recovered  by  the 
higher  interest  rates  of  the  new  securities  purchased.     Sales  of 
securities  with  an  immediate  purchase  of  a  new  security  are  referred 
to  as  bond  swaps. 

Gains  and  Losses  incurred  from  bond  swaps  are  accounted  for  on  the 
deferral  method  whereby  such  gains  or  losses  are  not  recognized  when 
securities  are  sold  but  are  amortized  over  the  life  of  the  security  sold  or 
the  security  purchased,  whichever  is  shorter.     Generally  accepted  accoun- 
ting principles  require  that  gains  and  losses  on  the  sale  of  securities  be 
recognized  at  the  time  of  sale.     Net  losses  incurred  on  bond  swaps  in  the 
Trust  and  Legacy  Fund  during  the  fiscal  year  ended  June  30,   1979  were 
about  $152,000.00  and  total  deferred  losses  of  that  fund  were  about 
$3.7  million  at  June  30,   1979. 
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Each  year  a  portion  of  the  deferred  losses  are  amortized 
against  current  year  interest  income.     The  amortization  is  recorded 
by  reducing  the  total  deferred  losses  and  reducing  interest  income. 
This  method  of  recording  does  not  disclose  the  amount  of  loss 
amortized  each  year  and  results  in  a  misstatement  of  interest 
income  each  year.     Net  deferred  losses  amortized  in  the  Trust 
and  Legacy  Fund  during  the  fiscal  year  ended  June  30,   1979  were 
about  $922,000.00. 


NOTE  9  -  INTER  ENTITY  LOAN 

On  June  30,   1979  the  Department  of  State  Lands  advanced 
$320,000.00  from  the  Federal  and  Private  Grant  Clearance 
Fund  to  the  Trust  and  Legacy  Fund,     The  loan  was  made  because 
investments  of  the  Trust  and  Legacy  Fund  had  temporarily  exceeded 
the  available  cash  balance.     The  loan  did  not  bear  interest  and 
was  repaid  on  August  I,   1979. 

NOTE  10-  INTEREST  EARNINGS 

Interest  earnings  are  recorded  on  the  cash  basis  for  all  Funds. 
Generally  accepted  accounting  principles  require  that  revenues 
be  recorded  on  the  accrual  basis  for  the  Trust  and  Legacy   Fund. 
Accrued  interest  earnings  of  the  Trust  and  Legacy  Fund  were  about 
$263,000.00  at  June  30,   1978  and  about  $182,000.00  at  June  30,  1979. 
Accordingly,  interest  earnings  of  the  Trust  and  Legacy  Fund  we're 
overstated  by  about  $81,000.00  for  the  fiscal  year  ended  June  30,   1979. 
Accrued  interest  receivable  and  the  fund  balance  of  the  Trust  and  Legacy 
Fund  were  understated  by  about  $182,000.00  at  June  30,   1979. 

interest  earnings  of  the  Trust  and  Legacy  Fund  for  the  fiscal  year 
ended  June  30,   1979  were  understated  by  about  $922,000.00  because 
deferred  losses  on  current  and  prior  year  bond  swaps  amortized 
during  the  current  year  were  recorded  as  reductions  to  current 
year  income.     See  also  Note  8. 


NOTEll- DISTRIBUTION  OF   INTEREST   INCOME 

Much  of  the  interest  earnings  of  monies  administered  by  the 
Department  of  State  Lands  are  used  to  finance  public  education 
(including  the  University  System)  within  the  state.     To  facilitate 
the  investment  of  these  monies  which  are  accounted  for  in  several 
separate  accounting  entities,  the  available  cash  is  pooled  in  a  single 
accounting  entity  for  investment  by  the  Board  of  Investments. 
Interest  earned  on  the  investments  initially  is  deposited  in  the  pooled 
accounting  entity  and  is  distributed,  by  the  Department  of  State  Lands, 
on  a  quarterly  basis,  to  the  appropriate  accounting  entities. 
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The  Department  of  State  Lands  did  not  distribute  the  interest 
received  during  April,  May,  and  June,   1978  until  September,   1978. 
Accordingly,  five  quarterly  distributions  were  made  during  the 
fiscal  year  ended  June  30,   1979.     Interest  income  distributed  from 
the  Trust  and  Legacy  Fund  attributable  to  earnings  for  the  three 
month  period  ended  June  30,   1978  totaled  $1  ,204,973.00.    Of  this 
amount  $1  ,179,939.00  was  distributed  to  the  Federal  and  Private 
Grant  Clearance  Fund  and  $18,455.00  was  distributed  to  the 
Federal  and  Private  Revenue  Fund  within  the  Department  of 
State  Lands.     The  remaining  $25,035.00  was  distributed  directly 
to  other  state  agencies. 

NOTE  12-  STOCK  VALUATION 

In  1929  a  private  citizen  donated  640  shares  of  preferred  stock 
in  a  public  utility  company  to  the  State  of  Montana.     The  stock 
has  been  valued  at  $100.00  per  share  for  accounting  purposes  and 
is  reported  at  $64,000.00  in  the  accompanying  financial  statements 
of  the  Trust  and  Legacy  Fund. 

The  donated  stock  is  in  the  custody  of  the  State  Treasurer.     The 
stock  certificates  show  that  the  stock  is  NO  PAR,   $6.00  series 
stock.     There  are  no  readily  available  records  showing  how  the 
State  determined  the  value  of  the  stock  to  be  $100.00  per  share. 
Generally  accepted  accounting  principles  require  that  gifts  be  valued 
at  fair  marked  value  when  received.     It  wasn't  practical  to  determine 
the  fair  market  value  of  this  stock  in  1929  and  accordingly,   it 
wasn't  practical  to  determine  what  effect,   if  any,  the  existing 
valuation  had  on  the  accompanying  financial  statements. 
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COMMENTS 


BACKGROLIND 

The  Constitution  of  Montana  establishes  a  state  Board  of  Land  Commissioners 
and  gives  it  the  authority  to  administer  state  school   lands  under  such  regulations 
and  restrictions  as  may  be  provided  by  law.     The  Board  of  Land  Commissions 
is  comprised  of  the  state  Governor,   Superintendent  of  Public   Instruction, 
Auditor,  Secretary  of  State,  and  Attorney  General. 

Section  2-15-3202  MCA  establishes  a  Commissioner  of  State  Lands,  who  is 
appointed  by  the  Governor  upon  the  approval  of  the  state  Senate,  and  the 
Department  of  State  Lands  to  carry  out  the  directions  of  the  Board  of  Land 
Commissioners.     Within  the  above  framework  the  Department  of  Lands  administers 
the  state  lands  and,  subject  to  the  investment  authority  of  the  state  Board  of 
Investments,  the  income  derived  from  the  leasing,  sale,  or  operation  of  state 
lands.     Most  of  the  income  generated  by  state  lands  is  for  the  support  of  public 
education  within  the  state. 


INTERNAL  CONTROL  OVER  CASH 


Both  of  the  last  two  audits  of  the  Department  of  Lands  (for  the  years  ended 

June  30,   1969  and  June  30,   1976)  included  recommendations  that  the  Department 

improve  internal  control  over  cash  by  requiring  incoming  cash  items  to  be 

logged  and  restrictively  endorsed  at  the  mail  opening  point.     The  Department's 

reply  to  the  last  audit  report  acknowledged  the  advantage  of  these  procedures 

but  stated  that  the  Department  had  insufficient  staff  to  implement  the  recommendation, 

The  Department  still  does  not  log  and  restrictively  endorse  incoming  cash 
items  at  the  mail  opening  point  but  still  needs  to  do  so  to  improve  its  internal 
control  over  cash. 

Recommendation 


The  Department  restrictively  endorse  and  log  all  incoming  cash  items  at 
the  mail   opening  point. 
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TIME  AND  ATTENDANCE  RECORDS 

The  Department  does  not  require  its  employees  to  prepare  time  and  attendance 
records.     The  payroll  clerk  prepares  the  payroll  on  the  assumption  that  each 
employee  worked  80  hours  a  pay  period  unless  employees  submit  leave  requests 
indicating  that  leave  was  taken.     Without  time  reports  the  Department  has  no 
assurance  that  employee  pay  is  correct.     The  Department  should  require  all 
employees  to  prepare  periodic  time  reports  and  should  require  supervisors 
to  approve  the  time  reports  for  employees  under  their  supervision.     The 
payroll  should  then  be  based  on  the  approved  time  reports. 

Recommendation 


The  Department  of  Lands  require  all  employees  to  prepare  periodic  time 
reports  and  that  completed  time  reports  be  reviewed  and  approved  by 
appropriate  supervisors  before  the  payroll  is  prepared. 

UNCLEARED  COLLECTIONS 

The  Department  of  Lands  collects  substantial  amounts  of  money  subject  to 

numerous  statuatory  restrictions.     Much  of  the  money  is  to  be  held  permanently 

in  trust  by  the  state  or  used  in  the  support  of  public  education.     Because  of 

the  high  volume  of  transactions  handled,  the  amount  of  time  required  to  determine 

the  proper   accounting  for  each  cash  receipt,  and  in  some  cases  the  need  to 

obtain  additional  information  or  wait  until  a  contested  payment  is  resolved, 

there  is  usually  a  noticeable  lag  between  the  time  money  is  received  and  the 

time  the  receipt  is  accounted  for.     The  time  lag  in  accounting  for  receipts  may 

vary  from  two  weeks  to  over  one  year  depending  upon  the  circumstances  surrounding 

each  receipt.     In  a  few  extreme  cases  the  lag  has  exceeded  five  years. 

Several  years  ago  the  Department  postponed  the  deposit  of  cash  receipts  until 
such  time  as  the  proper  accounting  could  be  determined.     This  practice  resulted 
in  significant  amounts  of  cash  being  held  in  the  Department's  office  and  prompted 
an  audit  recommendation  that  all   receipts  be  deposited  promptly. 

To  comply  with  the  need  to  deposit  receipts  promptly  yet  still  allow  time  to 
determine  the  proper  accounting  for  the  funds,  the  Department  established  an 
uncleared  collections  account  within  the  Federal  and  Private  Grant  Clearance 
Fund.     The  Department  deposits  most  receipts  into  the  uncleared  collections 
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account  promptly  upon  receipt.     At  the  time  of  deposit  such  receipts  are 
accounted  for  as  uncleared  collections.     When  the  Department  determines  the 
proper  accounting  for  each  receipt,  it  makes  an  accounting  entry  reversing  the 
receipt  out  of  uncleared  collections  and  recording  the  receipt  in  its  proper 
revenue  or  income  classification.     To  reduce  the  amount  of  paper  work  involved 
the  Department  makes  consolidated  entries  about  once  each  two  weeks. 

The  current  practice  results  in  the  timely  deposit  of  cash  receipts  but  does 
not  always  result  in  a  timely  accounting  for  such  receipts  because  the  Department 
does  not  require  a  proper  accounting  for  the  balance  in  the  uncleared  collections 
account  at  the  end  of  each  fiscal  year.     At  June  30,   1979  the  Department's 
uncleared  collections  totaled  $447,473.00.     None  of  the  uncleared  collections 
had  been  recorded  as  revenue  or  income  by  the  Department  as  of  June  30,   1979 
and  no  part  of  the  $447,473.00  was  included  in  the  June  30,   1979  fund  balance 
of  any  of  the  Department's  accounting  funds. 

The  Department's  balance  of  uncleared  collections  at  June  30,   1978  was 
$392,901.00.     Accordingly,  at  least  $54,572  .00  collected  during  the  fiscal 
year  ended  June  30,   1979  was  not  reported  on  the  accompanying  statement  of 
revenue.     However,  because  some  of  the  money  transferred  out  of  the  uncleared 
collections  account  during  the  fiscal  year  ended  June  30,   1979  may  have  repre- 
sented collections  from  prior  years,   it  was  not  practical  to  determine  the  full 
amount  of  effect  upon  the  accompanying  financial  statement,  nor  the  degree  to 
which  each  of  the  Department's  various  funds  were  effected. 

To  achieve  a  proper  accounting  of  its  revenues  and  income  each  year,  the 
Department  should  either  record  receipts  directly  to  their  proper  accounts 
immediately  upon  collection  or  process  all  uncleared  collections  at  the  end  of 
each  year  so  that  there  are  no  remaining  uncleared  collections  at  the  end  of 
each  fiscal  year. 

Recommendation 

The  Department  record  all   revenues  and  income  during  the  year  received  or  in 
tlie  case  of  accruable  items  during  the  year  in  which  they  should  be  accrued. 
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DEFAULTED  LAND  SALE 

From  time  to  time  tine  Department  of  Lands  has  sold  parcels  of  state  land  on 
installment  contracts  called  certificates  of  purchase.     During  the  fiscal   year 
ended  June  30,   1979  the  purchaser  of  one  of  those  tracts  of  land  defaulted  on 
his  contract.     The  original  land  sale  and  the  resulting  contract  had  been  properly 
recorded  in  the  Department's  Trust  and  Legacy  Fund.     However,   when  recording 
the  default,  the  Department  erroneously  made  the  accounting  entries  in  the 
Federal  and  Private  Grant  Clearance  Fund. 

The  purchaser  of  the  land  subsequently  redeemed  his  contract  and  all  of  the 
necessary  corrections  were  made  to  the  Trust  and  Legacy  Fund.     However,  the 
erroneous  entries  made  in  the  Federal  and  Private  Grant  Clearance  Fund  have 
not  been  corrected.     As  a  result  the  accompanying  financial  statements  for  the 
Federal  and  Private  Grant  Clearance  Fund  overstate  land  by  $6,400.00, 
overstate  revenues  and  fund  balance  by  $3,418.49,   and  understate  certificates 
of  purchase  by  $2,981.51.     The  amounts  involved  do  not  materially  affect  the 
financial  statements  but  the  Department  should  correct  the  account  balances. 

Recommendation 


The  Department  of  Lands  correct  the  Federal  and  Private  Grant  Clearance 
Fund  account  balances  relating  to  the  defaulted  certificate  of  purchase. 

ACCOUNTABILITY  FOR  ADVANCES 


The  accompanying  financial  statements  for  the  Trust  and  Legacy  Fund  include 
a  liability  item  for  accountability  for  advances  in  the  amount  of  $1  ,094.00. 
The  Department  was  unable  to  locate  any  records  that  showed  the  nature  of 
this  liability.     The  centralized  services  administrator  said  the  amount  has  been 
in  the  books  for  several  years  and  said  he  was  unaware  of  any  liability  that 
related  to  the  item. 

If  there  is  no  existing  liability  for  the  $1  ,094.00,  the  item  should  be  adjusted 
off  the  books.     The  amount  involved  is  too  small  to  have  a  material  affect  on  the 
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financial  statements.     However,  the  Department  should  determine  whether  any 
liability  exists  and,   should  adjust  the  item  off  the  books  if  no  liability  exists. 

Recommendation 


The  Department  of  Lands  determine  whether  any  liability  exists  for  the  $1,094.00 
accountability  for  advance  and  maintain  a  record  of  the  nature  of  the  liability 
if  one  exists  or  adjust  the  item  off  the  books  if  no  liability  exists. 

LAND  VALUATION 

The  Department  of  Lands  administers  approximately  5.2  million  acres  of  state 
lands.     Most  of  the  state  land  was  granted  to  the  state  by  the  United  States  and 
the  remaining  state  land  was  obtained  as  a  result  of  private  gifts  to  the  state, 
estates  escheated  to  the  state^      exchanges,  or  other  acquisitions. 

Lands  granted  to  the  state  by  the  United  States  have  been  acquired  over  the  years 
beginning  in  1889  but  most  of  the  lands  granted  by  the  United  States    were  acquired 
between  1889  and  1900. 

Because  most  of  the  state  lands  were  acquired  by  gift,  there  is  no  cost 
associated  with  the  land,   and  therefore,  the  land  was  not  recorded  in  the  state's 
accounting  records  at  the  time  acquired.     Several  years  ago  the  Board  of  Land 
Commissioners  determined  that  state  lands  should  be  valued  at  $10.00  per  acre 
for  accounting  purposes.     The  state's  accounting  records  and  the  accompanying 
financial  statements  reflect  a  value  of  $10.00  per  acre  for  all  state  lands  presently 
administered  by  the  Department. 

Property  acquired  by  the  state  should  be  valued,  for  accounting  purposes,  at 
cost  or  estimated  cost  if  purchased  or  at  the  market  value  at  the  date  of 
acquisition  if  acquired  by  gift.     It  would   not  be  practical  to  determine  the  market 
value  at  the  time  of  acquisition  for  all  state  lands  acquired  by  gift  over  the  years. 
However,  the  Department  should  value  future  land  acquisitions  at  cost  if  purchased 
or  at  market  value  at  the  time  of  acquisition  for  land  acquired  by  gift. 

Recommendation 


The  Department  of  Lands  record  future  land  acquisition  at  cost  if  purchased, 
or  at  market  value  if  acquired  by  gift. 
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BEQUEST  FOR  CHILDREN'S  CENTER 

Several  years  ago  the  state  received  a  private  bequest  for  the  state  children's 
center.     The  bequest  prohibits  the  expenditure  of  the  principal   amount  and 
restricts  the  use  of  interest  earnings  to  the  general  benefit  of  the  children. 
Tite  bequest  is  accounted  for  in  the  Trust  and  Legacy  Fund. 

The  state  children's  center  was  closed  in  1975.     Since  that  time  the  Department 
has  continued  to  transfer  the  interest  earnings  from  this  bequest  to  the  Department 
of  Institutions.     During  the  fiscal  year  ended  June  30,   1979  the  interest  earnings 
transferred  to  the  Department  of   Institutions  amounted  to  $187.38. 

Since  1975  the  Department  of  Institutions  has  used  some  of  the  funds  transferred 
to  it  under  this  bequest  to  pay  costs  associated  with  the  maintenance  of  the 
closed  facility.     The  unexpended  interest  earnings  remain  in  a  separate  accounting 
entity  administered  by  the  Department  of   Institutions. 

The  Department  of  Lands  was  unable  to  locate  this  bequest  during  our  audit.     The 
Department  should  locate  the  bequest,   review  it,  and  determine  what  changes,  if 
any,  should  be  made  in  the  handling  of  the  bequest  and  the  interest  earnings 
therefrom. 

Recommendation 


The  Department  of  Lands  review  its  bequests  for  the  Children's  Center  and 
determine  what  changes,   if  any,  should  be  made  in  the  handling  of  these  funds 
and  the  interest  earnings  therefrom. 


GENERAL  FIXED  ASSETS 

The  Department's  fixed  assets,  other  than  land,  are  not  reported  on  the 
accompanying  financial  statements.     The  previous  audit  report  for  the  Department 
of  Lands  resulted  in  several  recommendations  relating  to  the  management  of  the 
Department's  fixed  assets.     The  Department  has  compiled  an  inventory  of  its  assets, 
has  affixed  labels  to  its  fixed  assets,  and  conducts  periodic  physical  inventories. 
However,  the  Department  has  not  established  general   ledger  control  over  fixed 
assets. 
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Omission  of  fixed  asset  reporting  from  the  financial  statements  has  been  a 
rontinuinq  problem  within  state  agencies  for  several   years.     To  help  resolve 
the  pr'oblem  the  Department  of  Administration  has  developed  a  Property  Accounting 
and  Management  System  for  all  state  agencies.     Subsequent  to  June  30,   1979  the 
Department  of  Lands  completed  its  property  inventory  for  input  into  the  state 
system.     Although  the  Department's  property  inventory  has  now  been  entered 
into  the  new  system,  the  property  still  is  not  reported  in  the  Department's 
general   ledger. 

Because  the  Department  now  has  its  property  reported  in  the  new  statewide 
system,    !   am  not  making  a  recommendation  regarding  the  reporting  of  general 
fixed  assets . 

Closing  Comments 

The  comments  and  recommendations  included  in  this  report  have  been 
reviewed  with  the  Commissioner  of  State  Lands  and  his  written  reply  to  the 
recommendations  is  included  as  the  final  section  of  this  report.     I   would  like 
to  express  my  appreciation  to  the  Commissioner  and  his  staff  for  their  excellent 
cooperation  throughout  the  audit. 
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AGENCY  REPLY 


DEPARTMENT  OF  STATE  LANDS 


THOMAS  L  JUDGE.  GOVERNOR 


CAPITOL  STATION 


STATE  OF  MONTANA' 


(406)449  2074 

(406)  449  4560     RECLAMATION  DIVISION 


1625  ELEVENTH  AVENUE 
HELENA  MONTANA  59601 


LEO  BERRY.  COMMISSIONER 


September  4,  1980 


Mr.  Karl  A.  Zeier,  CPA 
Box  1146 
Helena,  MT  59601 

Dear  Mr.  Zeier: 

In  accordance  with  your  request,  the  following  is  our  response  to  the 
recommendations  made  in  the  audit  report  of  the  Department  of  State  Lands: 

Recommendation,  Page  15 

The  Department  restrictively  endorse  and  log  all  incoming  cash  items  at  the 
mail  opening  point. 

In  order  to  implement  this  recommendation,  the  Department  will  need  funding 
for  an  additional  position  to  handle  the  mail.  At  present,  the  Department  receives 
from  5  to  500  checks  per  day,  together  with  numerous  other  pieces  of  mail.  When 
the  mail  is  heavy,  we  have  5  or  6  people  at  the  mail  desk  in  order  to  open  the 
mail  and  process  it  for  the  day.  The  Department  does  not  presently  have  an  adequate 
staff  to  assign  a  clerk  to  endorse  and  record  checks  at  the  mail  opening  point. 

Recommendation,  Page  16 

The  Department  of  Lands  require  all  employees  to  prepare  periodic  time  reports 
and  that  completed  time  reports  be  reviewed  and  approved  by  appropriate 
supervisors  before  the  payroll  is  prepared. 

The  Department  does  require  time  and  attendance  reports.  Each  employee  is 
required  to  complete  a  monthly  attendance  form  signed  by  the  supervisor.  However, 
the  form  only  requires  the  employee  to  record  time  off.  Therefore,  we  concur. 
Employees  will  be  required  to  submit  time  reports  at  the  end  of  each  pay  period 
affirmatively  reporting  time  worked  as  well  as  time  off. 

Recommendation,  Page  17 

The  Department  record  all  revenues  and  income  during  the  year  received  or  in 
the  case  of  accruable  items  during  the  year  in  which  they  should  be  accrued. 
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Karl  Zeier 
September  4,  1980 
Page  2 


Because  of  the  large  number  of  transactions  handled,  the  Department  is 
unable  to  determine  the  proper  accounting  for  each  cash  receipt  at  the  end  of 
the  fiscal  year.  To  the  extent  practicable,  the  Department  will  process  all 
uncleared  collections  at  the  end  of  each  year. 

Recommendation,  Page  18 

The  Department  of  Lands  correct  the  Federal  and  Private  Grant  Clearance 
Fund  account  balances  relating  to  the  defaulted  certificate  of  purchase. 

We  concur.  Steps  are  being  taken  to  make  this  correction. 

Recommendation,  Page  19 

The  Department  of  Lands  determine  whether  any  liability  exists  for  the  $1,094.00 
accountability  for  advances  and  maintain  a  record  of  the  nature  of  the  liability 
if  one  exists  or  adjust  the  item  off  the  books  if  no  liability  exists. 

We  concur.  The  Department  has  determined  that  no  liability  exists  and  steps 
have  been  taken  to  adjust  the  item  off  the  books. 

Recommendation,  Page  19 

The  Department  of  Lands  record  future  land  acquisition  at  cost  if  purchased, 
or  at  market  value  if  acquired  by  gift. 

By  recording  the  land  at  $10.00  per  acre,  the  Department  has  been  able  to 
use  the  control  account  as  a  means  of  accounting  for  the  unsold  land  in  the 
various  land  grants. 

The  Department  does  not  purchase  land  and  is  not  likely  to  receive  a  substantial 
amount  by  gift.  To  record  future  acquisitions  at  cost  or  market  value  would  be 
of  little  value. 

Recommendation,  Page  20 

The  Department  of  Lands  review  its  bequest  for  the  Childrens  Center  and  determine 
what  changes,  if  any,  should  be  made  in  the  handling  of  these  funds  and  the 
interest  earnings  from  them. 

We  concur.  The  bequest  is  being  reviewed  by  the  Attorney  for  the  Department 
of  Institutions  to  see  what  changes,  if  any,  should  be  made  in  the  handling  of 
these  funds. 

Sincerely,  ; 


Leo  Bef-ry,  Mi.,   Commissioner 
Departmentyof  State  Lands 
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